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SUB J : PRIME MINISTER ANNOUNCES NEW ECONOMIC 
MEASURES: PRELIMINARY ASSESSMENT. 

REF: LISBON 6628 

1 . PRIME MINISTER'S SPEECH REPORTED SEPTEL WAS, ON BALANCE, 

A DISAPPOINTMENT. ALTHOUGH SUCH MEASURES AS INCREASES IN 
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INTEREST RATES AND PETROLEUM PRICES CONSTITUTE MOVEMENT IN 
THE RIGHT DIRECTION, THEY ARE UNLIKELY TO EASE PORTUGAL'S 
FINANCIAL PROBLEMS SIGNIFICANTLY. DECISION TO ADOPT 
CRAWLING PEG RATHER THAN TO DEVALUE IMMEDIATELY, EVEN IF 
ONLY MODERATELY, WAS MOST SERIOUS DISAPPOINTMENT. EMBASSY 
PRESUMES CRAWL WILL BE RELATIVELY RAPID, ESPECIALLY 
GIVEN FORTHCOMING NEGOTIATIONS WITH IMF, BUT IS UNLIKELY 
TO HAVE MAJOR SHORT-TERM IMPACT ON CAPITAL MOVEMENTS. IN 
EFFECT, GOP SEEMS TO HAVE MARCHED UP AND THEN BACKED DOWN 
SIGNIFICANTLY FROM IMMEDIATE DECISIONS IT FACED. 

2. GOP FEARS OF STRONGLY NEGATIVE POLITICAL REACTIONS 
APPARENTLY CONDITIONED ITS DECISIONS. EVEN RATHER MILD 
MEASURES ANNOUNCED BY PRIME MINISTER HAVE EVOKED CRITICISM 
FROM LEFTIST POLITICAL FORCES AS PROMOTING A "CAPITALIST 
RECOVERY." OPPOSITION PARTIES, THOUGH IN SOME CASES 
RECOGNIZING NATION S ECONOMIC PROBLEMS, HAVE DISTANCED 
THEMSELVES FROM GOP AUSTERITY MEASURES. PRIME MINISTER 
MAY HAVE MUTED OPPOSITION CRITICISM BY AVOIDING MORE SEVERE 
MEASURES, ESPECIALLY DEVALUATION. HE MAY. HOWEVER. 

HAVE ALSO LOST AN EXCELLENT PSYCHOLOGICAL OPPORTUNITY IN 
THAT RECENT PRESS CAMPAIGNS HAD PROBABLY PREPARED PUBLIC 
FOR MORE SEVERE MEASURES. MOST IMPORTANT, FROM ECONOMIC 
POINT OF VIEW, PRIVATE SECTOR IS LIKELY TO INTERPRET 
PRIME MINISTER'S SPEECH AS INDICATION THAT GOP HAS NOT 
YET DETERMINED TO DEAL AS RAPIDLY AND DECISIVELY WITH 
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NATION'S ECONOMIC CRISIS, AS THEY THINK IS NECESSARY. 

3. FURTHER COMMENT FOLLOWS. 

CARLUCCI 
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